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SUBJECT: Enterprise Zone Designation Limts/Authorizes An Additional 11
Zones/ Enterprise Hiring Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED February 18, 2000, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Governnment Code, this bill would increase the nunber of enterprise
zones that may be designated from 39 to 50 over a 4-year period starting in 2001.
Al so, the bill would provide the Trade and Commerce Agency (TCA) the authority to
approve an application for the reconfiguration of the geographic boundaries of an
exi sting enterprise zone with certain guidelines.

Under the Personal Incone Tax Law (PITL) and Bank and Corporation Tax Law (BCTL),
this bill would allow a taxpayer in an enterprise zone to claima credit equal to
10% of the portion of wages paid to a “qualified enployee” that is between 150%
and 200% of the m ni num wage for each of the first six years of enpl oynent.

Al so, under the PITL and BCTL, this bill would provide an additional credit equal
to 10% of the qualified wages for each of the first seven years of enploynent in
whi ch the enpl oyer provided fully paid health benefits to the enpl oyee. For
purposes of this credit, qualified wages are defined as the portion of wages that
does not exceed 150% of the m ni num wage.

This analysis will address the bill’s changes to the Governnent Code only as they
i npact the departnment or state incone tax revenue.

SUMVARY OF AMENDMENT

The April 6, 2000, anendnent added | anguage that woul d provide that the report
required to be submtted by the TCA to the Legislature would include an anal ysis
of the extent to which new jobs or new business activity in enterprise zones are
the result of relocations fromout-of-state or fromother California |ocations.
Thi s anmendnment woul d not inpact the departnent.
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The March 27, 2000, anendnent added | anguage that would increase the nunber of
enterprise zones that can be designated by the TCA from 39 to 50 over a four-year
peri od.

This March 27t h anmendnent al so added the credits di scussed above. As a result of
the March 27, 2000, anendnent, a new Effective Date, Specific Findings, Policy
Consi derations, Inplenmentation Considerations, and Departnental Costs have been

i ncl uded bel ow.

EFFECTI VE DATE

This bill would be effective January 1, 2001; however, the credits created by
this bill would be specifically operative for taxable or income years beginning
on or after January 1, 2000.

SPECI FI C FI NDI NGS

Under the Revenue and Taxation Code, existing state |aw provides special tax
incentives for taxpayers conducting business activities within an enterprise
zone. These incentives include a sales or use tax credit, hiring credit,
busi ness expense deduction, special net operating |loss treatnment, and net
interest deduction. In addition, a wage credit may be clained by specified
enpl oyees of busi nesses operating within an enterprise zone.

For purposes of the hiring credit, a business located in an enterprise zone nmay
reduce tax by a percentage of wages paid to qualified enployees. A qualified
enpl oyee nust be hired after the area is designated as an enterprise zone and
meet certain other criteria. At |least 90%of the qualified enployee’ s work mnust
be directly related to a trade or business located in the enterprise zone and at
| east 50% nust be perfornmed inside the enterprise zone. The business may claim
up to 50% of the wages paid to a qualified enployee as a credit against tax

i nposed on enterprise zone incone. The credit is based on the |esser of the
actual hourly wage paid or 150% of the current mninmum hourly wage (under speci al
ci rcunstances for the Long Beach enterprise zone, the maximumis 202% of the

m ni nrum wage). The anmpbunt of the credit nust be reduced by other federal or
state jobs tax credits and the taxpayer’'s deduction for ordinary and necessary
trade or busi ness expenses must be reduced by the anmpbunt of the hiring credit.

This bill would increase the nunmber of enterprise zones that nmay be designated at
one time from39 to 50 over a four-year period starting in 2001 as foll ows:
@ From January 1, 2001, to Decenber 31, 2001, no nore than 44 enterprise zones
shal | have been desi gnat ed.

@ From January 1, 2002, to Decenber 31, 2002, no nore than 46 enterprise zones
shal | have been desi gnat ed.

@ From January 1, 2003, to Decenber 31, 2003, no nore than 48 enterprise zones
shal | have been desi gnat ed.

@ On and after January 1, 2004, no nore than 50 enterprise zones shall have

been desi gnat ed.

In addition to the existing enterprise zone hiring credit, under the PITL and
BCTL, this bill would allow a taxpayer in an enterprise zone to claima credit
equal to 10% of the portion of wages paid to a “qualified enployee” that is
bet ween 150 and 200% of the m ni mum wage for each of the first six years of
enpl oyment .
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Al so, under the PITL and BCTL, this bill would provide an additional credit equal
to 10% of the qualified wages for each of the first seven years of enploynent in
whi ch the enpl oyer provided fully paid health benefits that included full
dependent coverage and whi ch the enpl oyer pays 100% of the prem um excl uding

m ni mal co- paynents.

This bill would define “qualified enpl oyee” to be an enpl oyee as defined in
Sections 17053.74 and 23622.7 of the Revenue and Taxati on Code, which are the
current enterprise zone hiring credit sections. The same sections are used to
define “qualified wages” for the second credit.

Pol i cy Consi derati ons

Current incentives available in enterprise zones are restricted in their
utilization to the incone and tax generated within the enterprise zone.
This bill would not limt the credits clained to the income and tax
generated within the enterprise zone.

This bill does not require the wage deduction to be reduced by the anpunt of
the credit; therefore, the taxpayer would receive a double benefit.

The credits created by this bill are allowed on the sanme expenditures as the
existing credits. For exanple, the existing hiring credit is for a variable
percent age of wages up to 150% of the m ni mrum wage, while the credit for the
enpl oyer who pays the enpl oyee’s health benefits is for 10% of wages up to
150% of the m ni mumwage. Therefore, the taxpayer would receive additive
credits — one credit under the existing hiring credit and another under the
health benefits credit as a result of paying enployee’'s health benefits,
both for wage expenses up to 150% of the m ni mum wage. The sanme enpl oyees
could also qualify the taxpayer for the new 10%credit for wages between
150% and 200% of m ni num wage.

The credits enacted by this bill would be allowed indefinitely. Credits are
typically enacted with a sunset date of four or five years, to ensure that
the Legi sl ature has an opportunity to periodically reviewtheir

ef fectiveness

The bill does not contain any | anguage allowi ng these credits to be carried
over to future years in the event a taxpayer is unable to fully utilize the
credit in the year in which the expenditure is paid or incurred. Thus, any
credit which cannot be used against the taxpayer’s tax liability for the
year would be lost. Credits are typically enacted with a carryover period
limt of eight years, to allow the taxpayer sufficient time to use the ful
credit.

| npl ement ati on Consi derati ons

The term “m ni mum wage” is undefined. The other hiring credit specifically
defines “m ni nrum wage” by reference to the wage established by the

I ndustrial Welfare Conm ssion as provided for in Chapter 1 (commencing with
Section 1171) of Part 4 of Division 2 of the Labor Code. This term would
need to be defined to effectively inplenment this bill.
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The health benefits wage credit determ nes the anmount of the credit by
reference to “qualified wages” as defined in the existing enterprise zone
hiring credit. The existing enterprise zone definition of qualified wages
is limted to wages received during the first 60 nonths of enploynent;
however, the health benefits wage credit is for qualified wages for each of
the first seven years of enployment. Therefore, it is unclear how wages
paid in the sixth and seventh year of enploynent coul d be considered
“qualified wages” for the health benefits wage credit. Such conflicting
statutes could nmake administration of the credit very difficult for the
department to admi nister and coul d cause di sputes between taxpayers and the
department.

It is unclear how the credits would be treated if the enterprise zone
expires before the end of the six years or seven years in which the taxpayer
is eligible for the credit.

The bill limts the credits to wages paid for each of the “first six years
of employnent” or “first seven years of enploynment,” but does not define
those terns. It is unclear when enpl oynment commences and what constitutes a

year of enploynent for purposes of either credit. Under the existing
enterprise zone hiring credit, enploynent begins with the first day the

enpl oyee commences enpl oynment with the taxpayer in the enterprise zone.
Wages paid during the first five years of enploynment consist of wages
received during the 60-nonth period beginning with the first day an enpl oyee
commences enpl oynent. However, certain reenpl oynment does not constitute
commencenent of enpl oynent.

Under the existing enterprise zone hiring credit, a qualified enployee is
one that neets a nunber of criteria. Taxpayers clainmng an enterprise zone
hiring credit are required to obtain certification of enployee eligibility
froma state or | ocal agency. This bill does not have a certification
requirement. The absence of a certification requirenent could lead to
taxpayers claimng the credit for wages paid to enpl oyees who have not been
certified as satisfying the criteria. Certain criteria of a qualified

enpl oyee (covered under the certification programfor the existing
enterprise zone hiring credit) involve determ nations that are not within
the department’s areas of expertise. Certification reduces disputes
regardi ng enpl oyee eligibility and thus provides certainty for the enpl oyer
claimng the credit.

The terns “health benefits,” “m niml co-paynments,” and “full dependent
coverage” should be defined to ensure that the author’s intention regarding
the level of required health coverage is clear.

Techni cal Consi der ati ons

The bill contains a nunber of mnor technical flaws, such as referring to
wages or health benefits which are “paid,” rather than using the term “paid
or incurred.” Also, it uses the terns “enterprise zone” and “taxpayer”

wi thout clear definitions. Oher enterprise zone tax benefits provide
clearer definitions for both these terns.
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FI SCAL | MPACT

Depart nent al

Cost s

Once the inplenentation concerns are resol ved,

significantly inpact the department’s costs.

Tax Revenue Esti mate

Based on data and assunptions di scussed bel ow,

are projected to result fromthis proposal:

this bill

woul d not

the foll owi ng revenue | osses

Esti mat ed Revenue | npact of SB 1568

As Anended April 6, 2000

Revenue | npact 2000/ 01 2001/ 02 2002/ 03 2003/ 04 2004/ 05
Addi ti onal Zones N A ($M nor) ($1 nillion) ($2mi I lion) ($5 nmillion)
Hring Credit ($60, 000) ($120, 000) ($180, 000) ($240, 000) ($300, 000)
Heal th Benefits ($200, 000) ($400, 000) ($600, 000) ($800, 000) ($1 nillion)
Credit
Tot al | npact ($260, 000) ($1 nillion) ($2 nmillion) | ($3 million) ($6 nillion)
(in $MI1lions)
($M nor) neans | osses on the order of $250, 000.

Any possi bl e changes in enpl oynent, personal incone, or gross state product

1)

that might result fromthis provision are not taken into account.

Tax Revenue Di scussi on

i n advance the | ocation and busi ness
enterprise zones that may be designated in any

It is not possible to predict
characteristics of additional

gi ven year. However, order of nmmagnitude revenue inpacts were devel oped as
foll ows:
Additional 11 Enterprise Zones (phased-in):

Based on assunptions used previously for other proposed Enterprise Zones

(E/Z) expansions, it is projected that, on average, revenue |osses for each
addi ti onal zone woul d be | ess than $100,000 in the first year after
desi gnati on, $250,000 in the second year, $500,000 by the third full year,

and $1 million in the fourth year. The estimtes above reflect this pattern
for two additional designations in 2001, a total of six new zones (compared
to current law) in 2002, a total of eight new zones (conpared to current

| aw) for 2003, and a total of ten new zones conpared to current |aw for

2004.
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2)

3)

BOARD

Bill 1568 (Al arcon)
d April 6, 2000

Additional Hring Credit:

M nor | osses projected annually beginning in 2000-1. Approximately $60, 000
i npact for 2000-1, $120,000 for 2001-2, and $180, 000 for 2002-3.

The total nunber of E/Z enployees (working five years or |ess) qualifying
taxabl e enpl oyers for the existing hiring credit is projected to be on the
order of 12,000. |If the nunmber of new hires under this bill is 1,200 (10%
annually with one-hal f maki ng $1, 000 nore than 150% of the m ni num wage, the
revenue | oss fromthe 10%credit would be $60,000 for the first full year.

Health Benefits Credit:

M nor | osses projected annual |y begi nning in 2000-1. Approximately $200, 000
for 2000-1, $400,000 for 2001-2, and $600, 000 for 2002-3.

If, for the same nunber of new hires as above (1,200), as nmany as 10% (120)
earni ng an average wage of $17,000 receive full medical coverage from

enpl oyers, the revenue loss fromthe 10%credit would be $204, 000 for the
first full year.

POSI TI ON

Pendi ng.



